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City  of  New  York,  s 

Office  of  the  Commissioners  of  Accounts, 

280  Broadway, 

May  27,  1913.  t 

Hon.  William  J.  Gaynor, 

M ay  o  r : 

Sir — -Under  date  of  April  8,  1913,  you  directed  this 
Commission  to  make  an  examination  into  the  pension 
system  of  the  City  of  New  York  in  accordance  with  our 
suggestion  of  April  4th. 

Following  this  direction,  we  took  up  a  general  study 
of  the  charter  provisions  relating  to  the  pension  funds 
•of  the  different  departments  of  the  City  of  New  York, 
together  with  a  brief  resume  of  the  financial  operations 
of  these  funds.  The  following  named  departments  are 
provided  with  pension  laws  and  regulations  as  prescribed 
in  the  charter  sections  set  opposite  each  department: 


College  of  the  City  of  New  York.  . 
Department  of  Education, 

Normal  College, 


Fire  Department,  ► 


Health  Department 

Police  Department, 

Street  Cleaning  Department 
General  Pension  Provision . 


..Section  1130-a 
“  1092 

“  1092-b 

. .  “  761 

•  •  “  763 

•  •  “  789/92 

. .  “  810 

. .  “  1319/24 

••  “  351/57 

•  •  “  366 

. •  “  548/58 
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We  have  discovered  that  although  the  subject  of  the 
pensioning  of  city  employees  is  closely  and  intimately 
connected  with  the  more  general  question  of  the  just, 
reasonable  and  proper  pensioning  of  private  employees 
by  private  employers,  very  little  time  and  study  has 
been  given  by  those  in  charge  of  municipal  administra¬ 
tion  throughout  the  country  to  the  pension  question, 
whereas  private  employers  have  had  the  entire  matter 
of  pensions  for  their  employees  reduced  to  almost 
scientific  exactness.  In  the  City  of  New  York,  strange 
to  say,  the  ^pensioning  of  city  employees  was  a  response 
not  so  much  to  official  initiative  as  to  the  agitation  from 
time  to  time  by  those  who  would  benefit  from  a  pension 
system  having  legislative  sanction.  The  result  has  been 
that  the  city  officials  who  should  have  had  much  voice 
in  determining  what  pension  funds  should  be  established, 
and  who<  should  be  the  beneficiaries  thereof,  have  up  to 
the  present  time  had  but  an  insignificant  influence  in 
shaping  the  municipal  pension  system.  Moreover,  senti- 
^nfent  and  politics  have  played  too  important  a  part  in 
pension  legislation.  These  reasons  have  been  in  a  great 
measure  responsible  for  the  absurdly  unscientific  pension 
u  system,  or  lack  of  system,  that  now  governs  the  pensions 
-  to  city  employees. 

A  careful  analysis  of  the  pension  legislation  ap- 
W  plicable  to  the  respective  departments  will  at  once  dem¬ 
onstrate  the  necessity  of  a  scientific  study  of  all  our 
pension  laws  with  a  view  to  at  once  correcting  faults 
where  correction  is  needed,  so  that  the  funds  of  the 
city  devoted  to  the  pensioning  of  employees  may  be 
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more  scientifically  and  more  economically  expended.  We 
were  of  the  opinion,  when  we  suggested  the  investi¬ 
gation  of  the  pension  system,  that  we  might  be  able  to 
present  to  you,  as  the  result  of  our  examination  and 
comparison  of  pension  systems  here  and  elsewhere,  a 
report  containing  final  recommendations  that  might  re¬ 
move  the  existing  abuses  attendant  upon  the  pension 
funds  both  in  their  creation  and  administration.  We 
now  believe,  however,  that  the  entire  subject  is  of  such 
vast  importance  that  the  views  of  public  spirited  men 
and  of  experts  in  actuarial  analysis  should  be  obtained 
before  any  definite  policy  is  decided  upon. 

Undoubtedly  a  scientific  actuarial  study  will  have  to 
be  made  before  the  City  of  New  York  may  definitely 
know  the  annual  requirements  which  will  be  necessary 
to  satisfy  the  ever  increasing  demands  made  upon  it  for 
retirements  and  pensions. 

The  results  of  our  investigation  have  been  classified 
broadly  under  the  following  findings : 

(1)  That  the  present  pension  laws  are  founded 
on  a  wrong  principle. 

(2)  That  the  pension  laws  are  inconsistent  in 
their  application  to  the  different  departments. 

(3)  That  the  erroneous  principle  and  inconsist¬ 
ency  of  the  pension  laws  eliminate  the  possibility  of 
a  complete  budgetary  control. 

(4)  That  the  pension  laws  are  discriminatory  in 
their  application  to  the  civil  service. 

(5)  That  there  exists  a  possibility  for  discretion* 
ary  administration  of  pension  funds. 


That  the  Present  Pension  Laws  are  Founded  on 
a  Wrong  Principle. 

The  basis  of  the  largest  increment  to  pension  funds 
at  the  present  time  is  the  excise  taxes  collected  from  the 
Greater  City,  which  taxes  are  diverted  from  the  city 
treasury  for  this  purpose.  During  the  years  1911  and 
1912  the  excise  taxes  represented  35  per  cent  of  the  total 
accretions  to  the  various  pension  funds,  the  next  largest 
source  of  income  being  the  assessments  of  employees, 
which  amounted  to  about  25  per  cent  of  the  total  in¬ 
come.  This  principle  of  diversion  of  any  of  the  income 
of  the  city  or  State  is  wrong  in  principle,  but  was  un¬ 
doubtedly  the  result  of  a  general  popular  opinion  which 
has  found  expression  even  recently,  that  pensions  to 
civil  employees  were  in  the  nature  of  extra  compensa¬ 
tion.  (The  action  of  J.  O.  Hammitt  vs.  Gaynor,  et  al, 
heard  before  the  late  Justice  Bischoff,  contained  among 
other  points  the  allegation  that  the  pensions  paid  to  cer¬ 
tain  civil  employees  were  in  the  nature  of  extra  com¬ 
pensation.  This  contention,  however,  was  not  upheld  by 
Judge  Bischoff.) 

Undoubtedly  the  idea  of  diverting  certain  income 
for  pension  purposes  was  born  in  the  previous  practice 
of  diverting  these  funds  to  charitable  purposes,  the  idea 
appearing  to  have  been  that  the  money  received  from 
the  traffic  in  liquors  was  the  result  of  a  compromise  with 
vice  and  that  these  moneys  should  be  put  to  some 
humane  purpose. 
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II. 

That  the  Pension  Laws  are  Inconsistent  in  Their 
Application  to  the  Different  Departments. 

First  :  Because  the  percentage  of  assessment  of  the 
employees'  salary  is  not  the  same  in  the  different  depart¬ 
ments  where  pension  funds  exist,  as  shown  by  the  fol¬ 
lowing: 


College  of  the  City  of  New 


York  . 

Department  of  Education  and 

none. 

Charter,  Sec.  1130- 

Normal  College  ....... 

Fire  Department  . . . 

1% 

none. 

a 

“  1092 

Health  Department  _ _ . 

1% 

u 

“  1320 

Police  Department  . . 

2% 

•« 

“  353 

Street  Cleaning  Department. 

3% 

(( 

“  549 

In  addition  thereto  the  Board  of  Estimate  and  Ap¬ 
portionment  has  discretionary  power,  under  section  165 
of  the  charter,  to  pension  any  employee  under  certain 
conditions  without  his  having  contributed  any  sum  what¬ 
ever  to  any  pension  fund. 

Second:  Because  the  possibilities  of  increases  to 
these  funds,  due  to  fines  and  absent  time  of  employees, 
are  greater  for  instance  in  the  police,  education  and 
street  cleaning  departments  than  in  other  departments, 
due  primarily  to  a  more  strict  interpretation  of  absent 
time  rules.  In  the  years  1911  and  1912  the  employees 
of  the  department  of  education  and  normal  college  of 
the  City  of  New  York  contributed  approximately  sixty 


7 


per  cent  of  the  total  income  to  the  pension  fund  of  these 
departments.  Employees  of  the  New  York  fire  depart¬ 
ment,  during  these  years,  contributed  less  than  one  per 
cent.  Employees  of  the  health  department  contributed 
approximately  twenty-three  per  cent,  the  police  depart¬ 
ment  twenty-seven  per  cent  and  the  street  cleaning  de¬ 
partment  eighty  per  cent  of  the  total  income  to  their 
various  pension  funds. 

A  more  liberal  interpretation  of  the  rules  and  regu¬ 
lations  regarding  absent  time  in  the  department  of  edu¬ 
cation  could  readily  reduce  the  amount  which  would 
accrue  to  their  pension  fund  through  this  source,  and 
would  compel  the  comptroller  to  make  good  any  de¬ 
ficiency  thereby  caused.  This  same  condition  could 
obtain  in  any  one  of  the  larger  departments,  particularly 
those  having  uniformed  forces,  where  comparatively 
strict  rules  are  necessary  to  enforce  discipline. 

Third:  Because  certain  license  fees,  permit  fees, 
penalties,  etc.,  which  are  legally  diverted  to  the  different 
funds,  vary  in  their  annual  amounts  and  also  in  the  pro¬ 
portion  they  bear  to  the  total  individual  pension  funds. 
For  instance,  the  income  diverted  from  these  sources 
to  the  fire  department  pension  fund  was  nearly  thirty 
per  cent  of  their  total  for  the  years  1911  and  1912, 
while  the  income  from  the  same  source  diverted  to  the 
police  pension  fund  was  but  two  and  one-third  per  cent. 

Fourth:  Because  in  the  majority  of  cases  the  un¬ 
expended  balances  of  appropriations  for  these  different 
departments  are  returnable  to  the  pension  funds,  which, 
it  would  appear,  might  foster  a  desire  to  pad  budgetary 
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payroll  requests  in  order  that  the  excess  amounts  over 
requirements  might  divert  to  the  departmental  pension 
fund. 

Fifth:  Because  of  the  provision  in  the  law  referring 
to  the  diversion  of  moneys  received  from  the  sale  of 
condemned  property,  etc.  The  viciousness  of  this  prin¬ 
ciple  is  generally  admitted  and  no  brief  is  required  to 
attack  it. 

Sixth:  Because  of  the  difference  in  method  of  creat¬ 
ing  the  pension  funds  for  the  College  of  the  City  of 
New  York,  and  the  department  of  education  and  Normal 
College.  The  increment  to  the  former  fund  con^ 
sists  solely  of  one  per  cent  of  the  excise  moneys  col¬ 
lected  from  the  Greater  City,  if  this  amount  be  neces¬ 
sary  for  the  current  year;  the  increment  to  the  fund  of 
the  department  of  education  consists  of  excise  moneys, 
a  one  per  cent  assessment  of  salaries  and  all  deductions 
or  forfeitures  or  reserves  from  the  pay  of  the  teaching' 
and  supervisory  staif.  The  duties  of  both  of  these 
divisions  of  the  city  service  are  analagous,  and  it  would 
appear  only  just  that  if  one  branch  is  to  bear  a  salary 
assessment,  the  other  branch  should  likewise  be  required 
to  pay  a  portion  of  its  salaries  to  its  pension  funds. 

III. 

That  the  Erroneous  Principle  and  Inconsistency 
of  the  Pension  Laws  Eliminate  the  Possibility 
of  a  Complete  Budgetary  Control. 

The  conditions  herein  criticised  create  a  condition 
which  is  the  direct  opposite  to  one  of  the  most  desirable 
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features  of  good  government;  that  is,  strict  budgetary 
control.  If  all  of  the  funds  properly  accruing  to  the 
city  for  the  reduction  of  taxation  are  not  returned  to 
one  general  fund,  it  is  impossible  to  properly  apportion 
expenses  for  any  given  period.  Although  the  amount 
of  income  so  diverted  at  the  present  time  may  be  small, 
there  is  every  possibility  of  its  being  increased. 

In  this  connection  it  is  also  necessary  to  point  out  the 
ever  increasing  appropriations  from  the  tax  budget  and 
of  revenue  bonds  made  to  meet  deficiencies  in  pension 
funds.  For  the  years  1911  and  1912  appropriations  have 
been  necessary  only  in  the  fire  and  police  departments. 
These  appropriations,  however,  amounted  to  nearly 
$2,000,000.00,  and  represented  over  twenty-five  per  cent 
of  the  total  revenues  of  the  pension  funds  for  those 
years.  Even  a  casual  examination  of  the  probable  pen¬ 
sion  requirements  for  the  police  department  indicates 
that  the  city  will  be  required  to  contribute  a  much  larger 
proportion  each  year.  Just  how  much,  however,  it  is 
impossible  to  determine  without  actuarial  computation. 

IV. 

That  the  Pension  Laws  are  Discriminatory  in 
their  Application  to  the  Civil  Service 

Pension  laws,  as  existent,  are  for  the  benefit  of  but 
a  very  small  proportion  of  municipal  employees,  the  pro¬ 
visions  of  section  165  of  the  Greater  New  York  Charter 
regarding  the  pension  powers  of  the  Board  of  Estimate 
and  Apportionment  not  being  mandatory.  The  demand 
for  pensions  is  constantly  increasing,  and  its  field  of  ap- 
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plication  will  undoubtedly  broaden  to  eventually  take  in- 
the  entire  civil  service,  as  the  best  and  most  scientific 
thought  of  the  day  on  the  subject  agrees  that  this  is  one 
of  the  methods  by  which  increased  efficiency  is  obtain¬ 
able.  In  most  of  the  large  corporations  to-day,  pro¬ 
visions  are  made  for  pensioning  employees  at  certain 
ages  or  for  the  reason  of  physical  disablement  in  service.. 
The  last  of  the  large  corporations  to  follow  on  these 
lines  was  the  Bell  Telephone  system.  Reserves  for  pen¬ 
sion  funds  are  now  considered  legitimate  payroll  ex¬ 
penses  by  most  of  the  large  corporations. 

V. 

That  There  Exists  a  Possibility  for  Discretionary 
Administration  of  Pension  Funds. 

Our  criticisms  so  far  have  related  entirely  to  the  pen¬ 
sion  laws  as  founded  on  the  statute  books,  but  have  not 
related  to  their  administration.  In  each  department 
where  a  pension  fund  exists,  the  commissioner  is  made 
trustee  of  the  fund  and  the  administration  is  to  a  large 
extent  discretionary  with  him  (with  the  exception  of  the 
department  of  education,  the  pension  fund  of  which  is 
under  the  control  of  the  board  of  that  department).  It 
would  appear  that  such  diversified  administrative  con¬ 
trol  over  pension  funds  would  depend  upon  the  varying 
mental  and  moral  fortitude  of  the  administrators. 

It  would  further  appear  that  the  principle  of  retire¬ 
ment  at  an  age  where  physical  incapacity  made  further 
duty  impossible  had  not  been  strictly  adhered  to,  as  there 
are  many  pensioners  on  both  the  fire  and  police  depart- 
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‘merit  pension  rolls  who  have  been  drawing  pensions  for 
a  far  longer  period  than  that  embraced  in  their  con¬ 
nection  as  active  members  of  the  force  of  these  depart¬ 
ments. 

It  also  appears  in  many  cases,  and  has  been  made 
the  subject  of  reports  of  investigators,  that  pensions  have 
been  paid  in  excess  of  the  amounts  necessary  to  prop¬ 
erly  maintain  the  pensioner  with  those  small  necessities 
and  luxuries  that  old  age  demands.  The  abuse  of  the 
pension  principle  to  this  extent  undoubtedly  makes  it  ap¬ 
pear  that  the  pensions  were  given  more  in  the  light  of 
extra  compensation,  and  not  for  the  modest  income 
which  the  pension  principle  represents. 

In  order  that  a  definite  plan  for  a  uniform  pension 
system  may  be  provided,  we  recommend  first  of  all  that 
you  appoint  a  commission  to  take  up  a  scientific  study 
of  the  subject  of  pensions  as  applied  to  the  municipality 
of  the  City  of  New  York,  and  that  among  other  matters 
they  consider  the  following  elements  which  would  appear 
to  require  remedies  of  a  constructive  nature : 

( 1 )  Legislative  enactments  to  secure  the  creation 
of  a  permanent  pension  board. 

(2)  Uniform  assessments  of  employees  in  depart¬ 
ments  operating  under  the  pension  system. 

(3)  Revision  of  pension  funds  to  a  properly  con¬ 
stituted  pension  board  to  be  administered  impartially 
for  the  benefit  of  all  pensioners. 

(4)  Uniformity  in  the  provisions  relating  to  the 
age  of  retirement;  the  number  of  years  of  service 
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before  retirement,  and  the  specific  provisions  regard¬ 
ing  disablement  in  service ;  and  the  amounts  to  be  al¬ 
lowed  dependents  for  support,  with  a  view  to  pro¬ 
viding  uniform  justice  to  all. 

(5)  Legislative  enactment  prohibiting  a  retired 
city  employee  from  obtaining  employment  with  the 
city  or  State. 

If  you  should  deem  it  advisable  to  appoint  a  com¬ 
mission  for  this  purpose,  we  would  suggest  that  it  in¬ 
clude  representatives  from  each  of  the  departments  who 
have  pension  provisions,  together  with  representatives 
from  the  public  at  large  and  those  civic  associations, 
such  as  the  Civil  Service  Reform  Association,  the  Mer¬ 
chants’  Association,  and  Bureau  of  Municipal  Research, 
some  of  which  are  now  making  studies  of  this  matter, 
and  are  provided  with  information  placing  them  in  touch 
with  many  of  the  faulty  existing  conditions. 

Respectfully  submitted, 

(Signed)  Jeremiah  T.  Mahoney, 

Harry  M.  Rice, 

Commissioners  of  Accounts. 
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